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1979 Annual Report to the 
Shareholders 


The Cover : 

The economy of Prince Edward Island has grown steadily in recent years 
and telecommunications has been an area of particularly rapid growth. In 
small communities such as French River as well as urban areas such as 
Charlottetown (both pictured on the cover), the Company is successfully 
responding to increased customer requirements for more and 

improved service. 


After a series of record-setting growth years for Island Tel, including 
1979, the theme of this annual report is “Growing with the Island.” 
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Annual Meeting 

The annual general meeting of the shareholders will be held March 28, 
1980 at 11:30 a.m. at the Charlottetown Hotel. 

Shareholders will be entitled to vote shares held as of March 7, 1980 the 
record date established for determining voting. 


President's Message 


Through 1979 and in recent years, Island Tel has been one of the fastest growing 
telephone companies in Canada. In 1979 the 7.3 percent increase in telephones in 
service was exceeded in Canada only by Alberta. The net increase of 4,321 
telephones to the system in 1979 was the largest growth in any single year in the 
history of the Company. Clearly, steady growth in the economy of Prince Edward 
Island has been reflected in greatly-increased customer demand for telephone 
service across the province. 


Another important reason for the exceptional increases in telephone service is 
customer response to the numerous service improvements initiated by the 
Company over the past few years. From 1974 to 1979, the Company spent 
more than $47 million in capital construction projects. These expenditures 
provided for the necessary growth and expansion of the telephone network and 
also for important improvements to customer service which have resulted in 
increased demand. 


Long distance calling which represents a significant portion of the Company's 
revenues, increased steadily in 1979. The substantial growth in long distance 
calling within the province was particularly notable as a response to the 
introduction of one minute minimum rates on these calls late in 1978. 


It has been particularly rewarding to view customer response to our services, 
and particularly challenging to manage this growth. | would like to express 
sincere thanks to the more than 300 employees of Island Tel for their efforts 
and dedication during this extremely busy time. We take pride in the increasing 
sophistication and expertise of our employee group and the results they have 
achieved for the Company. 


After 43 years of dedicated employment with the Company Mr. Walter C. Auld, 
Executive Vice President, commenced pre-retirement leave in 1979. Mr. Auld 
will continue to make a valuable contribution as a Company director. During 
1979 the directors also announced the election of Mr. Donald R. Livingstone as 
Vice President and General Manager. Mr. Livingstone has been General 
Manager responsible for all Operating Departments throughout this period of 
growth. 


Improved services and network growth would not be possible without 
satisfactory earnings. In 1979, earnings per average common share increased 
by 17¢ to $2.07 a share. The rate of return on average invested capital was 
11.1 percent and the return on average common equity totalled 14.5 percent. 
With the strong growth in demand for service and accompanying revenues, the 
Company slightly exceeded the maximum 14.5 percent return on average 
common equity allowed by the Public Utilities Commission of Prince Edward 
Island. The Commission has approved deferral to 1980 of earnings which 
exceeded this return. This enables the Company to use the results of its 
favorable 1979 performance in a positive manner in the year ahead. 


As the telephone network grows in size and complexity and costs continue to 
rise, an essential ingredient in the Company's uN to continue to provide a 
high quality telecommunications service is the need to operate as efficiently as 
possible. The Company will continue to identify and implement cost reduction 
methods and procedures in all areas of operations as part of our commitment to 
provide Islanders with a highly effective telecommunications system at the 
lowest possible cost. 


This annual report of the directors provides the Company's financial position as 
well as a summary of its achievements in 1979. The report portrays the 
relationship between the Company's expansion and the steady expansion of the 
economy of Prince Edward Island. Truly, our Company is “Growing with the 
Island”. 


cS aa 


1.E.H. Duvar 
Chairman of the Board and President 


Charlottetown, P.E.I. February 15,1980 


Directors’ Report 


Record Demand for Services 

Islanders will remember the latter part of the 1970’s as a time of steady 
growth in the provincial economy. For Island Tel, 1979 and indeed, the 
past few years have been marked by record demand for more telephone 
service and at the same time, substantial improvements in quality of 
service. 


For the second consecutive year, most telephone and telecommunications 
services offered by the Company grew at a rapid rate. In addition to 
growth in basic exchange service, telephone subscribers evidenced strong 
demand for services such as extension telephones, Touch Tone and long 
distance calling. 


The total number of long distance calls increased by 10.0 percent over 
the previous year and revenue from these calls grew by 19.0 percent. 
These rates of increase were higher than anticipated in view of the 
provision of toll free calling between many neighboring exchanges in the 
past two years, (eliminating toll charges on thousands of calls), and the 
establishment of one minute minimum rates on long distance calls within 
the province in late 1978. 


As the year ended, the Company had a total of 63,757 telephones in 
service — a gain of 4,321 telephones (7.3 percent), over the previous 
year. This represented the largest annual increase in telephones ever 
experienced by the Company and one of the highest annual rates of 
increase among Canadian telephone companies. 


Included in the above telephone growth is a 19.1 percent increase in the 
total number of residential extension telephones. Customers are choosing 
the additional convenience of an extension telephone, as well as other 
feature telephone services in increasing numbers. By year-end, for every 
100 main residential telephones there were an additional 32.3 extension 
telephones — up from 28.4 a year ago. 


Even more striking has been the almost instant popularity of Touch Tone 
service which was introduced on a province-wide basis in late 1978. The 
Company had almost 7,600 Touch Tone telephones in service at the end 
of 1979 — 133 percent more than the previous year. Touch Tone 
telephones represented 11.9 percent of total telephones compared to 5.4 
percent in 1978. 


To a considerable extent, this demand for telephone service is a reflection 
of growth in the provincial economy during the past few years. This can 
be illustrated with the following examples: 


e@ During the first 10 months of 1979 the value of fish landings in the 
province was $24.9 million. This compares favorably with $24.6 
million during full-year 1978, $15.2 million in the previous year and 
$10.7 million in 1975. The value of the fishery to the economy of 
P.E.|. is estimated at more than $70 million in 1979. 


e New capital investment continues to increase — reaching $180.5 
million in 1979 compared to $164.2 million the previous year. 
Between 1976 and 1978 new public and private investment in the 
province increased 43 percent. 

® Gross Provincial Product in 1979 is estimated at $683 million — up 
from $621 million in 1978. 

@ Between 1976 and 1978 expenditures by tourists visiting the 
province grew 23.3 percent and the value of new building permits 
increased by 52.5 percent. 


Island Tel installation crews were busy 
throughout 1979 meeting the unprecedented 
customer demand for telephone service. 
The 7.3 percent increase in telephones in 
service, and 10.0 percent increase in the 
number of long distance calls were 
indicative of the Island’s good economic 
performance in recent years. The fishing, 
housing and tourism industries have been 
particularly buoyant. 


Directors’ Report 


Island Tel’s business services, many of which are highly competitive, have 
also grown at a strong pace during this period of provincial economic 
growth. During the summer period, demand for the Company’s radio 
paging services was very high and exceeded expectations. The number of 
radio paging units in service during 1979 increased by 17.3 percent to 283. 


All mobile communications services continue to be popular as customers 
place increasing emphasis on staying in touch, particularly while they are 
in their vehicles. The number of mobile telephones in service increased 
15 percent during 1979 and the number of calls to and from these 
telephones grew by 13 percent. Aggressive marketing and innovative 
pricing allowed the Company to increase the number of private mobile 
radio units in service during the year. At year-end, the Company had 117 
mobile radio systems in service compared to 79 systems at the end of 
1978. A total of 777 mobile radio units were included in these systems. 


To expand mobile communications services in Eastern P.E.I., the 
Company commenced development of a new radio transmitter site at 
Caledonia. Upon completion in 1980, mobile telephone and radio 
subscribers travelling in this part of the province will notice improvements 
in the service. 


Island Tel’s Special Services group continues to demonstrate a high level 
of technical skill in the design of special telecommunications services, 
private radio and data communications systems. The Company 
experienced significant growth in the field of data communications during 
1979. As a member of the Computer Communications Group of the 
TransCanada Telephone System, the Company increased the number of 
data terminals in service across the province by 72.9 percent over 1978. 
The provincial and federal elections during 1979 resulted in substantial 
computer communications sales as the Company met the specialized 
communications requirements associated with major elections. 


As the year ended, the Company was involved in detailed discussions 
with officials of the Department of Veterans Affairs and the new Queen 
Elizabeth Hospital. Both groups will require modern and unique 
telecommunications services during 1980 and the Company will ensure 
these are successfully introduced. 


Growth in business districts such as the 
industrial parks in West Royalty (above left), 
and Summerside (lower right), resulted in 
increased demand for most of the 
Company’s business services. Radio paging 
and other mobile communications devices, 
and data communications were areas of 
particularly strong growth for the Company 
in 1979. 


Directors’ Report 


The Rural Line Reduction program which reduces the number of 
subscribers sharing each multi-party line, resulted in an expenditure of 
$500,000 during 1979. Also included in the capital construction program 
was $150,000 for Extended Area Service between Morell-St. Peter’s and 
Charlottetown, $223,000 for a Base Rate Area extension during 1980, and 
$124,000 for improvements to the microwave network between Egmont 
Bay and Summerside. A further $199,000 was spent on various programs 
designed to improve network efficiency and reliability. Included was the 
provision of standby power systems and alternate microwave transmission 
routes. 


Construction of a new corporate head office building was commenced in 
1979 and will be completed during 1980. This building is being 
constructed on land owned by the Company, adjacent to the office and 
service centre building on Belvedere Avenue in Charlottetown. The 
building is required to allow the Company sufficient office and service 
facilities to meet present and future needs. 


Costs for the 1980 capital construction program are estimated to be $9.4 
million and it is anticipated the Company will have a net increase of 3,850 
telephones in service in 1980. 


People 

The Company is one of the largest private employers in Prince Edward 
Island. At the end of 1979, the Company employed 302 people — 128 
women and 174 men — compared to 293 a year ago. Total salaries and 
wages in 1979 were $5,109,600. 


The Company also paid 17.4 percent of payroll as the employer's 
contribution to various staff benefit plans. These total as follows: 


e $673,600 to the non-contributory pension plan; 

e@ $97,400 in payments for sickness, accident, group insurance and 
supplementary hospital insurance; 

@ $58,500 in payments for unemployment insurance; 

e@ $58,400 in payments to the Canada Pension Plan. 


Almost one of every three employees attended company-sponsored 
training courses in 1979. This high proportion reflects the Company’s 
commitment to continued emphasis on employee training in our highly 
specialized and technical field. 


Safety 

Again in 1979, the Company achieved an excellent record of employee 
safety. Not surprisingly, this occurs as a result of the substantial emphasis 
placed on safety by both the Company and its employees. Monthly safety 
meetings are held in every department and a corporate committee meets 
to discuss safety issues on a regular basis. 


The Worker’s Compensation Board of P.E.I. presented the Gold Cap 
award to Company employee Claude Brothers during 1979. Mr. Brothers 
received the award by avoiding serious injury through wearing 

his safety hat when struck by a falling object. 


The Company takes pride that during 1979, Island Tel achieved one of 
the lowest lost days safety rates in P.E.I. 


The Company’s new head office building in 
Charlottetown (construction photo above left, 
design drawing below right), will be 
completed in 1980. 


A highly skilled team of employees is 
required to maintain the telephone network, 
plan for future growth and provide 
professional customer service. Employee 
development through training and on-the-job 
safety programs are emphasized. 
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Directors’ Report 


Organization Changes ; : 
Pre-retirement leave commenced in June 1979 for Executive Vice 


President Walter C. Auld. Mr. Auld will be remembered with great 
affection by people at all levels within the Company which he served for 
forty-three years. The Company is fortunate that he will continue to serve 
as a Director. 


The election of Donald R. Livingstone as Vice President and General 
Manager of the Company was announced by the Board of Directors in 
July 1979. Mr. Livingstone who has been General Manager since 1973 
and has twenty-seven years of service, is responsible for all operating 
departments. 


Summing Up 

During this period of extensive growth in service, the Company has 
provided for the increased customer demand and has achieved 
satisfactory earnings. 


The Company’s earnings performance has contributed to the continuation 
of the capital construction program. This program has provided for the 
growth in the telephone network required to meet customer demand and 
for improvements in the quality of service. 


With each passing year, the telephone network becomes larger and 
increasingly complex. This places great responsibility on the more than 
300 people employed by the Company. Their efforts in planning sufficient 
facilities and equipment to meet customer requirements, maintaining a 
high quality network, and effectively administering our operations are 
important to the success of the Company. The increasing skill of our 
employee group represents a notable achievement for the Company and 
a major reason for its success. 


The 1980's promise to be an exciting and demanding time in the provision 
of telecommunications services across the province. As the decade 
begins, the Company is planning significant expansion in the use of a new 
technology in the telephone network. The advent of digital switching 
equipment which will be first introduced in the Charlottetown central office 
in 1980 and integrated with digital transmission facilities already in use, 
will ultimately revolutionize telephone service by improving its quality and 
cost effectiveness as well as providing new and innovative services to our 
customers. 


We look forward to a decade of further progress and high quality service. 


i 


1.E.H. Duvar 
Chairman of the Board and President 


Charlottetown, P.E.|. February 15, 1980 
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Telecommunications technology will 
continue to rapidly develop through the 
1980's. The Company looks ahead to 
widespread introduction of digital 
technology, growth in data communications 
and further developments in specialized and 
unique telecommunications equipment — all 
designed to provide the high quality 
telecommunications system required by our 
customers. 
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The Island Telephone Company, Limited 


Directors 
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condensed financial position statement 


(unaudited) 


Telephone plant 

Accumulated depreciation 

Investments 

Current assets 

Deferred charges 

Shareholders’ equity — Preference 

— Common 

— First mortgage bonds 
— Bank and other notes 


Long term debt 


Current liabilities 
Deferred credits 


As at June 30, 1979 


1979 
$ 

60 360 174 
12 177 490 
111 332 
2 413 914 
427 898 
6 250 000 
13 578 089 
20 250 000 
1 850 000 
2 612 272 
6 595 467 


interim income statement 


(unaudited) 


Three Months Ended 


June 30th 


1979 
$ 
Operating revenues 4755 609 
Operating expenses and 


other taxes (Notes 1&3) 3016901 


1 738 708 


Other income 22 787 


Income before interest 
and income taxes 
Interest 


1 761 495 
527 911 


1233 584 
562 024 


671 560 


Income taxes (Note 2) 


Net income 
Dividends on preference 


shares 120 753 


Net income applicable to 


common shares 550 807 


Earnings per average 
common share 

Average number of common 
shares outstanding 

(Note 1) Includes 
depreciation of 

(Note 2) Consists of: 
Income taxes payable 
Income taxes deferred 


0.57 
969 140 
$ 621 067 


$ 339 942 
$ 222 082 


1978 


$ 
4 072 658 


2 616 076 


1 456 582 
15 961 


1 472 543 
446 956 


1 025 587 


469 082 


556 505 


120 753 


435 752 


0.45 
957 609 
$ 720 210 


$ 194 644 
$ 274 438 


1978 
$ 

54 474 454 
10 521 358 
111 332 
2 147 099 
435 599 
6 250 000 
12°519'912 
17 750 000 
1 525 000 
2 983 319 
5 618 895 


Six Months Ended 
June 30th 


1979 


$ 
9 257 446 


5 744 957 


3 512 489 
41 031 


3 553 520 
1 043 428 


2 510 092 
1 147 500 


1 362 592 


241 506 


1 121 086 


1.16 
969 140 
$1 590 207 


$ 701 334 
$ 446 166 


1978 


$ 
7 910 332 


5 021 345 


2 888 987 
35 746 


2 924 733 
887 037 


2 037 696 
931 403 


1 106 293 


241 506 


864 787 


0.90 
957 609 
$1 425 278 


$ 457 155 
$ 474 248 


(Note 3) The company will apply this year to the Prince Edward Island Public 
Utilities Commission for a revision in depreciation rates; these rates to be effective 
January 1, 1979. The revised rates if approved, will result in an increase in 
depreciation expense. Earnings per share will decrease $0.01 for the three months 
and $0.03 for the six months ended June 30, 1979. The financial data for 1978 
reflects the effect of depreciation rates approved in August 1978 and the 
proportionate amount of a pension fund contribution made in September 1978. 


The above rendering is an early design concept for the work being planned for 
the new Belvedere Avenue Head Office Building. Basically a Twin Tower 
configuration with a connecting central core, the new structure reflects the growth 
of the company over recent years. 


statement of sources of funds 


used for construction 


(unaudited) 


SOURCE OF FUNDS: 
Funds provided from operations 
Increase in bank and other notes 
Other 
Decrease in working capital 


Total source of funds 


Funds used for other than construction — 
Repayment of first mortgage bonds 
Increase in materials inventory 
Dividends 
Other 


Total funds used for other than construction 
Total funds provided for construction 


FUNDS USED FOR CONSTRUCTION: 
Construction program expenditures 
Less charges not requiring working capital 


Total funds used for construction 


Chairman of the Board and Company President |. E. H. Duvar 
(left) and General Manager, D. R. Livingstone (right) were 
among the many guests to pay tribute to outgoing Executive 
Vice President and Company Director, Walter Auld (centre) 
accepting a commemorative tray during his retirement party 
on June 28th. 


Six Months Ended 


June 30th 
1979 1978 
$ $ 

3410169 2998613 
550000 3 1025000 
145 407 — 
89 002 386 023 
4194578 4409 636 
—_ 500 000 
226 844 a 
822 990 758 616 
— 592 
1049 834 #1259208 
3144744 3150428 
3298100 3 265 447 
153 356 115019 
3144744 3150 428 


to the shareholders: 


The telephone network in Prince Edward Island is in the midst of a 
period of rapid growth which is reflected in most areas of your Company’s 
operations. 


During the first six months of the year, the total number of telephones 
in service increased by 2,272 telephones. This represents an increase of 
20.9 percent over the gain during the first half of 1978 — the record year 
for increases in telephones in service. Strong growth is also being 
experienced in long distance calling. Other services such as Touch Tone 
continue to gain widespread customer acceptance and at the end of 
June, 10.3 percent of all telephones in service were Touch Tone 
compared to 5.4 percent at year-end 1978. 


The Company must make significant capital expenditures in order to 
keep pace with the required growth and also to continue the service 
improvement program. Additional local and long distance circuits, 
expanded switching facilities and miles of new cable contribute to 
construction expenditures which totalled more than $3.2 million during 
the first two quarters of 1979. Total construction program expenditures 
are estimated to be $8.9 million this year as compared to $7.5 million in 
1978. 


On June 27, 1979, the Board of Directors approved an issue of 
200,000 common shares to be sold to the public through Merrill-Lynch 
Royal Securities Limited at $17.25 per share. Proceeds from the issue 
will be used to assist in the financing of the capital construction program. 


ur wie COMpany Over revert yeas. 


Earnings per average common share to date are $1.16 as compared 
to $.90 for the same period a year ago. (See note on depreciation on 
Interim Income Statement inside). The rate of return on average invested 
capital is 11.8 percent compared to 10.6 percent a year ago and the 
return on average common equity is 16.8 percent compared to 13.8 
percent. 


June 30, 1979 marked the beginning of retirement leave for Walter 
C. Auld, Executive Vice President. Mr. Auld, who has forty-three years of 
service with the Company, will continue to serve as a member of the 
Board of Directors. 


Ke 


|. E. H. Duvar 
Chairman of the Board 
and President 


Charlottetown, P.E.I. 
August 1, 1979 
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accepting a commemorative tray during his retirernent party 
on June 28th. 


